Journal of Social Science Studies Vol. 6, No. 2, July 2026, pages 63 - 76

The Relationship between Reward Systems and Innovation

Culture through Incentives, Failure Recognition, and Risk-Taking

Dwi Sembe Sigita, Mochamad Irfan

Universitas Mayjen Sungkono Mojokerto

ARTICLE INFO

Article history:
Received 11 March 2026
Revised 24 March 2026
Accepted 10 April 2026

Key words:

Reward system,
Innovation culture,
Risk-taking,

Employee motivation,
Organizational behavior.

ABSTRACT

This study examines how reward systems influence employee innovative behavior and
organizational innovation culture. The research employs a qualitative literature
review approach to synthesize theoretical and empirical findings on the relationship
between incentives and innovation. The analysis reveals that short-term oriented
reward systems impede innovation by encouraging employees to pursue safe projects
with immediate outcomes. Recognition of failed experiments and rewards for learning
efforts create a psychological environment that supports risk-taking and innovation.
Tolerance for planned failure and acknowledgment of the learning process strengthen
sustainable innovation culture. Reward system effectiveness in fostering innovation is
also influenced by clarity of criteria, procedural justice, and alignment with employee
characteristics and organizational context. Organizations need to redesign reward
systems to balance short-term and long-term incentives for innovation. Recognition of
innovative efforts, including unsuccessful experiments, should be incorporated into
performance evaluation criteria. Future research should examine the effectiveness of
various innovative reward system models in different organizational contexts through

longitudinal studies.

INTRODUCTION

Modern organizations operate in a business
environment marked by rapid technological
change and increasingly intense competition. The
capacity to innovate has become a determining
factor in the long-term success of organizations
across various industry sectors. Innovation does
not emerge spontaneously; rather, it is the result of
a series of organizational conditions that are
deliberately created and maintained (Newaz et al.,
2022). One of the conditions that most influences
the emergence of innovative behavior is the
reward system an organization applies to its
employees. Amabile (1997) showed that intrinsic
motivation is the main driver of creativity,
although external factors such as rewards also
influence innovative behavior through complex
mechanisms. Understanding how reward systems
affect innovation is becoming increasingly crucial
as organizational investment in innovation
development programs grows. Organizations that
fail to wunderstand the relationship between
incentives and innovation risk allocating resources
inefficiently and losing competitiveness in the
market (Yeh, 2022). Efficient management of

organizational resources has also been shown to
strengthen operational performance and corporate
competitiveness (Barzani et al., 2022).

The dynamics between incentives and
innovative behavior have been the subject of
academic debate for several decades. Rewards are
considered an effective tool for motivating
employees to exert extra effort in generating new
ideas (Speckbacher & Wabnegg, 2020). Certain
external incentives can actually reduce intrinsic
motivation, which is the main source of creativity
(Shaheen et al., 2020). Cognitive evaluation theory
developed by Deci and Ryan (1985) explains that
external rewards can shift motivational focus from
internal satisfaction toward obtaining external
rewards, thereby reducing interest in the work
itself. Positive psychological factors within the
organization have also been shown to strengthen
employee engagement and commitment to their
work tasks (Darmawan & Mardikaningsih, 2022).
Organizations need to carefully consider the type
of incentive to be given, the timing of its provision,
and its connection to the desired innovative
behavior (Darmaki et al., 2019).

Incentive structures that rely too heavily on
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short-term rewards often produce unintended
consequences for innovation efforts (Li, 2023).
Employees faced with short-term performance
targets tend to choose safe paths that guarantee
quick results, avoiding risky experiments that
could potentially  produce  breakthroughs
(Angelova et al., 2018). Manso (2011) identified
that effective incentives for innovation must be
characterized by tolerance for early failure and
rewards for long-term success. Organizations that
implement annual results-based bonus systems
face difficulty encouraging employees to take
innovative risks. Employees tend to prefer projects
with guaranteed outcomes over experimental
projects with a high probability of failure, even
though such projects hold far greater profit
potential for the organization in the future.

Planned failure as part of the innovation
process does not receive adequate recognition in
most organizational reward systems. An
organizational culture that directly punishes
failure contradicts the need for experimentation in
developing new products or processes (Yeh, 2022).
Edmondson (1999) showed that teams that
reported more errors actually achieved better
innovation performance, as they were more open
in discussing and learning from failure. Reward
systems that recognize learning efforts from failed
experiments can create a psychologically safe
environment for employees to put forward
unconventional ideas. A positive work climate
shaped through authentic leadership has also been
shown to encourage constructive citizenship
behavior among employees (Mardikaningsih et al.,
2022). Organizations with a high tolerance for
failure show greater innovation levels over the
long term. This approach requires a paradigm shift
in performance assessment, from a sole focus on
outcomes toward recognition of the learning
process that occurs during innovation efforts.

The complexity of reward systems also arises
from differences in employee preferences
regarding the type of incentive received (Kuai et
al.,, 2025). Dewett (2007) found that highly
creative employees are more influenced by non-
financial incentives such as recognition and
autonomy than by financial incentives.
Employees with strong intrinsic motivation
toward their work may regard external incentives
as an intrusive intervention. Employees who are
less intrinsically interested in innovative tasks
may require external incentives to engage in
behavior that demands high cognitive effort. This
individual variation requires organizations to
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adopt a flexible approach when designing reward
systems. The application of propriety and fairness
principles has also been shown to be an important
consideration in determining an appropriate form
of compensation (Wahyudi et al., 2026). A
uniform approach that applies the same type of
incentive to all employees risks overlooking

significant motivational differences.
Organizations  that  successfully = manage
innovation pay close attention to the

heterogeneity of incentive preferences among
their employees.

An effective reward system for innovation
must account for the different time cycles between
innovative efforts and their outcomes. The
innovation process often requires a long span of
time from the initial idea stage to commercial
implementation (Darmaki et al., 2019). Eisenhardt
and Tabrizi (1995) showed that companies using
long-term outcome-based incentives, combined
with rewards for intermediate achievements, are
more successful in developing innovative
products. Rewards for intermediate achievements
serve as behavioral reinforcement throughout the
lengthy innovation process, keeping employee
motivation high even before the final result is
visible. Long-term incentives such as stock options
with extended vesting periods also encourage
employees to remain committed to innovation
projects. A sustainable approach to organizational
resource management has also been shown to
support long-term  operational continuity
(Mardikaningsih & Nuraini, 2022). Organizations
that fail to align incentive timeframes with
innovation cycles risk losing talented employees
midway through the innovation process. The
timing of rewards is therefore a crucial factor in the
design of incentive systems for innovation.

Risk-taking behavior is an essential component
of the innovation process that requires special
attention in reward system design. Employees who
are willing to take calculated risks in developing
new ideas contribute to the emergence of radical
innovations that transform the industry's
competitive landscape (Darmaki et al., 2019). Baer
and Oldham (2006) show that organizational
support for risk-taking has a positive relationship
with employee creativity. Reward systems that
provide recognition for risky efforts, including
those that end in failure, encourage the exploratory
behavior necessary for disruptive innovation.
Systems that penalize failure or even planned
failure will reduce employees' willingness to try
new approaches. Organizations wishing to build
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an innovative culture must explicitly value risk-
taking as part of their innovation strategy.

Reward systems that focus too heavily on
competition among employees can also hinder
innovation  that requires  cross-functional
collaboration. Innovation often arises from the
exchange of ideas among individuals with
different backgrounds and expertise (Budescu &
Maciejovsky, 2016). Hargadon and Sutton (1997)
demonstrate that the most successful innovations
emerge from collaborative processes involving
diverse perspectives. Reward systems that grant
recognition only to individuals who produce
specific ideas can reduce the willingness to share
knowledge openly. Coordination between
departments becomes difficult when each unit or
individual focuses more on achieving their
respective incentive targets. Organizations that
combine individual and team incentives within
their reward systems can encourage the
collaborative behavior necessary for innovation.

The diversity of incentives available to
organizations spans a wide spectrum from
financial to non-financial rewards. Financial
incentives such as bonuses, salary raises, and
stock options have direct appeal but are often tied
to short-term performance (Desriani et al., 2025).
Non-financial incentives such as public
recognition, career development opportunities,
and job autonomy have a more enduring
influence on innovative motivation. Frey (1997)
shows that non-financial incentives are often
more effective in fostering creativity because they
do not crowd out intrinsic motivation.
Organizations need to balance both types of
incentives to create a comprehensive reward
system. This balance must also take into account
differences in employee preferences and the
nature of the innovative tasks performed.

The primary problem organizations face in
designing reward systems for innovation lies in
the tension between the need for short-term
results and long-term investment in innovative
capabilities. Market and shareholder pressures
often drive management to prioritize short-term
financial performance. This pressure is then
translated into reward systems that offer large
bonuses for the achievement of quarterly or
annual targets. Employees respond to these
incentives by choosing safe projects that promise
quick results rather than risky innovative
projects. Ironically, this behavior actually reduces
the organization's ability to innovate and adapt to
long-term market changes. Organizations get
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trapped in a cycle where short-term incentives
hinder the innovation needed for long-term
success. This imbalance is a fundamental
challenge in managing reward systems.

Contributions to innovation are often indirect
and involve multiple parties. Employees who
provide the foundational ideas may not be
involved in the implementation stage, while
employees who refine and realize the ideas
receive greater recognition. Reward systems that
fail to distinguish between various types of
innovative contributions risk creating unfairness
and lowering motivation. Employees who feel
their contributions are not properly valued will
reduce their participation in future innovative
activities. Organizations need more sophisticated
evaluation methods to capture various forms of
contributions throughout the innovation process.
This difficulty is compounded by the fact that
innovation outcomes are often only visible after a
long period of time.

Many organizations have invested substantial
resources into innovation initiatives yet failed to
achieve the expected results (Petruzzelli et al.,
2025). One of the main causes of failure is the
misalignment between reward systems and
innovation goals. Organizations continue to use
reward systems designed for operational
efficiency in an effort to drive innovative
behavior. This research aims to analyze the effect
of reward systems on employee innovative
behavior with a focus on the impact of short-term
incentives, recognition of failed experiments, and
rewards for risk-taking in shaping an
organizational innovation culture. This analysis is
expected to contribute to the development of a
theoretical framework regarding the design of
reward systems that support innovation. The
research findings are also beneficial for human
resource management  practitioners and
organizational leaders in designing incentive
policies. The resulting recommendations can
serve as a guide for organizations to balance
short-term performance demands and long-term
innovation investments.

RESEARCH METHOD

This research uses a qualitative literature study
approach to examine the relationship between
reward systems and innovative behavior in
organizations. This approach was chosen because the
research aims to understand complex phenomena
through the synthesis of existing theories and
findings from various sources. A qualitative
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literature study allows researchers to explore
meaning and interpretation from diverse
perspectives developed in the literature on incentives
and innovation. Denzin and Lincoln (2005) explain
that qualitative research emphasizes understanding
social phenomena through the interpretation of
meanings that individuals assign to their
experiences. The exploratory nature of this research
aligns with the characteristics of a literature study,
which aims to build a comprehensive understanding
from the diversity of past research views and
findings. This approach enables researchers to
capture the complexity of relationships between
variables that are difficult to measure quantitatively,
such as intrinsic motivation and the psychological
climate for risk-taking.

The data collection procedure in this research
was conducted through a systematic search of
relevant scholarly literature from various sources.
The primary data sources are journal articles,
textbooks, and conference proceedings published
within a specific timeframe. Guba and Lincoln
(1981) emphasize the importance of credibility in
qualitative research, which can be achieved
through the triangulation of data sources. Searches
were conducted on prominent academic databases
using keywords related to reward systems,
innovative behavior, and innovation culture.
Inclusion criteria were applied to ensure the
quality and relevance of the sources used. Selected
literature must specifically discuss the relationship
between incentives and innovation within
organizations. The selection process yielded a
collection of literature that serves as the
foundation for analysis in this research.

Data analysis in this literature study uses a
thematic analysis approach that enables the
identification of patterns and main themes from
the reviewed literature. Sekaran and Bougie (2016)
explain that thematic analysis involves the process
of coding, grouping, and synthesizing information
to produce an in-depth understanding. The
researcher reads and critically reviews each source
to identify main arguments and key findings
relevant to the research problem. The emerging
themes are then grouped into categories reflecting
the dimensions of reward systems and their impact
on innovation. This process is conducted
iteratively to ensure no important themes are
missed. The analysis results are presented in a
narrative format connecting various findings from
different literature. This approach vyields a
comprehensive understanding of the mechanisms
by which reward systems influence innovation.
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RESULT AND DISCUSSION

Reward systems in organizations have a
significant influence on employee innovative
behavior  through  complex  motivational
mechanisms (Ma & Lee, 2025). Hariani and
Mardikaningsih ~ (2021)  show  that  the
implementation of value-based management in
multinational organizations affects employees'
perceptions of fairness and the effectiveness of
reward systems. Employees who perceive the
reward system as fair tend to demonstrate higher
commitment to the organization and engage in
extra-role behaviors, including innovation. Clarity
of reward criteria and transparency in the
evaluation process are important factors in
building employee trust in the reward system.
Organizations with clear and consistent reward
policies exhibit higher levels of innovation (Danso
et al., 2013). This occurs because employees
understand precisely what behaviors are expected
and how those behaviors will be rewarded.
Unclear reward systems instead create confusion
and reduce the motivation to innovate.

Employee engagement in the innovation
process requires the design of cross-functional
training that supports collaboration and
knowledge sharing (Sahoo et al., 2026). Fared and
Darmawan (2021) state that the implementation of
well-designed cross-functional training enhances
team capability to collaborate on innovative
projects. This training introduces employees to
different perspectives and approaches that
stimulate creative thinking. Reward systems that
support participation in cross-functional training
and value contributions from  various
organizational functions encourage the emergence
of new ideas. Employees who understand work
outside their specialized fields are better able to
identify innovation opportunities that are invisible
to those focused solely on a single area.
Organizations that integrate cross-functional
development with reward systems build stronger
innovation capabilities (Mahdia, 2024). This
approach creates synergy between individual
competency development and organizational
innovation goals.

The implementation of adaptive project
management in a dynamic business environment
requires a reward system that is flexible and
responsive to change (Vlasov, 2025). Darmawan
(2021) identifies that implementing agile project
management enables organizations to respond to
market changes  quickly through  short
development cycles. Reward systems in an agile
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environment must provide recognition for
adaptability and learning from each project
iteration. Rewards for rapid completion and the
ability to adjust plans based on feedback become
more important than rewards for adherence to the
initial plan. Organizations that maintain rigid
reward systems in an agile environment
experience difficulties in encouraging teams to
experiment and take risks (Perides & Vasconcellos,
2023). Flexibility in the reward system allows
organizations to align incentives  with
continuously evolving innovation needs. The
alignment between reward systems and project
management approaches determines the success of
organizational innovation efforts.

Adaptive learning influences both individual
and collective learning within organizations
(Raphael, 2019). Kurniawan and Darmawan (2021)
show that adaptive learning enhances the ability of
individuals and teams to absorb new knowledge
and apply it in different situations. Reward
systems that encourage learning behaviors,
including knowledge and experience sharing,
strengthen the organizational learning culture.
Rewards for learning initiatives, training
participation, and  contributions to  the
organizational knowledge base drive the creation
of a continuous learning cycle. Organizations with
a strong learning culture possess a better capacity
to innovate because employees continually update
their knowledge and skills (Abellio et al., 2025).
Reward systems that ignore the learning aspect in
performance evaluations miss the opportunity to
reinforce long-term innovation capabilities. The
linkage between rewards and learning behaviors
serves as the foundation for a sustainable
innovation culture.

The management of emotions and employee
psychological well-being correlates with their
innovative capability (Stawicki et al., 2022). Irfan
and Darmawan (2021) state that effective emotion
management enhances employee psychological
well-being and their readiness to face uncertainty
in the innovation process. Reward systems that
provide psychological support and recognition for
efforts to manage stress and anxiety in innovative
situations create a safe environment for risk-
taking. Employees who feel psychologically
supported are braver in proposing new ideas and
facing potential failure. Organizations that
integrate psychological well-being support into
their reward systems build employee resilience
against the pressures accompanying innovation.
This approach reduces the negative impact of

67

experimental failures on employee motivation and
well-being. Protection of psychological well-being
becomes a vital investment for the sustainability of
an organization's innovation capacity.

Regulatory uncertainty and managerial
challenges affect an organization's business
sustainability strategy (Chatterjee et al., 2025).
Mardikaningsih and Darmawan (2021) identify
that organizations face difficulties in maintaining
innovation strategies when regulations frequently
change and management demands are
inconsistent. Reward systems that are adaptive to
regulatory changes and capable of maintaining
focus on long-term goals help organizations
navigate this uncertainty. Rewards for the ability
to anticipate regulatory changes and adjust
innovation strategies provide added value for the
organization. Employees who possess the capacity
to read and respond to changes in the external
environment require recognition for their
contributions in maintaining business
sustainability. Organizations that are able to
balance regulatory compliance with the drive for
innovation possess a competitive advantage in
facing uncertainty. Reward systems that support
this balance become a vital component of an
organization's sustainability strategy.

Goal ambiguity, bias in evaluation, and lack of
employee engagement affect job satisfaction and
organizational performance (Asgeirsson et al.,
2026). Darmawan (2021) shows that unclear
reward systems and biased evaluation processes
decrease employee job satisfaction and reduce the
motivation to innovate. Employees who feel they
are not fairly valued tend to withhold innovative
contributions and perform only the minimum
required tasks. Performance evaluations that
involve employees in setting goals and reward
criteria increase transparency and satisfaction with
the reward system. Organizations with
participatory evaluation processes exhibit higher
levels of innovation because employees feel more
responsible for innovation goals and outcomes.
Procedural and distributive justice in reward
systems creates a psychological climate that
supports creativity. Rewards perceived as fair by
employees strengthen their commitment to the
organization's innovation goals.

Work-life balance influences employee job
satisfaction and innovative performance. Arifin et al.
(2021) state that employees with a good work-life
balance demonstrate higher job satisfaction and
greater involvement in innovative activities. Reward
systems that provide flexibility and recognition for
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efforts to maintain a balance between work demands
and personal life enhance employee well-being.
Employees who are unburdened by role conflict
possess greater cognitive energy to think creatively
and generate new ideas. Organizations that prioritize
employee well-being through work-life balance
policies build long-term loyalty and commitment.
Rewards for work-life balance serve as a signal that
the organization values employees as whole human
beings, not merely production resources. This
approach creates a psychological climate conducive
to the emergence of innovative behavior.
Compensation and job characteristics affect
employee retention within organizations (Devi et
al., 2025). Djazilan and Darmawan (2020) identify
that competitive compensation systems and
engaging job designs are key factors in retaining
talented employees who have the potential to
become innovators. Employees with adequate
compensation levels and challenging jobs are
more likely to stay within the organization and
develop innovative capabilities. Organizations
that lose talented employees due to
uncompetitive compensation systems face the
risk of losing innovation capacity. Non-financial
rewards such as autonomy, career development,
and recognition also contribute to the retention of
innovative employees. A comprehensive reward

system encompasses various aspects that
influence employee decisions to continue
working  within  the organization. The

sustainability of an organization's innovation
capability heavily relies on its ability to retain
employees with creative skills.

The retention and career mobility of senior
employees in modern organizational dynamics
require special attention (Mariita, 2023).
Darmawan (2020) shows that senior employees
often possess valuable knowledge and experience
for innovation yet require different incentives from
junior employees. Reward systems that recognize
senior employees' contributions to mentoring and
knowledge transfer encourage them to remain
involved in the innovation process. Senior
employees who feel valued and have clear career
paths demonstrate higher commitment to the
organization's innovation goals. Planned internal
career mobility provides opportunities for senior
employees to continue growing and contributing
to innovation. Organizations that ignore the
incentive needs of senior employees lose a crucial
source of knowledge and experience essential for
sustainable innovation. An inclusive approach in
reward systems ensures that all generations of
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employees are motivated to innovate.

Differences among professional workers,
manual workers, and informal workers affect the
achievement of work-life balance (Arushi &
Thakur, 2026). Eddine and Darmawan (2021)
identify that incentive needs vary across worker
categories, meaning that reward systems must be
tailored to their respective characteristics.
Professional workers may value autonomy and
career development opportunities more, whereas
manual workers may place higher value on direct
financial incentives. Organizations that implement
uniform reward systems without considering
differences  in  worker  categories  face
dissatisfaction and a decline in innovative
motivation. Flexibility in incentive design allows
organizations to meet the diverse needs of
employees  while simultaneously fostering
innovative behavior. An approach that considers
employee heterogeneity within reward systems
enhances the effectiveness of incentives in driving
innovation. Designs responsive to individual
differences create fairer and more motivating
reward systems.

Organizational culture and self-efficacy
influence employee performance within the scope
of innovation. Hariani (2021) states that an
organizational culture supporting innovation and
high self-efficacy contributes to employees'
innovative performance. Reward systems that
reinforce innovation culture through recognition
of exploratory and experimental behaviors
encourage the formation of norms that support
creativity. Employees with high self-efficacy are
more likely to take innovative risks and persist in
facing failure due to their confidence in their own
abilities. Rewards for learning and growth efforts
enhance employee self-efficacy and their
willingness to engage in innovative tasks.
Organizations that consistently reward innovative
behavior build a culture where innovation
becomes a normative expectation. Consistency
between rewards and cultural values strengthens
the organization's innovative identity.

The influence of work ability and
organizational culture on employee performance
demonstrates the importance of contextual factors
in the effectiveness of reward systems. Arifin and
Mardikaningsih (2021) identify that a supportive
organizational culture and work ability
development programs enhance the effectiveness
of incentives in driving innovative performance.
Employees who work in a supportive climate feel
safer proposing new ideas and participating in
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experiments. High work ability enables employees
to generate quality ideas and implement them
effectively. Reward systems that pay attention to
work ability development and the quality of
organizational culture create a strong foundation
for sustainable innovation. Organizations that
ignore contextual aspects in the design of reward
systems risk wusing incentives ineffectively.
Integration among reward systems, capability
development, and organizational culture creates a
mutually reinforcing innovation ecosystem.

Ethical leadership and social responsibility in
organizational managerial practices influence
employees' perceptions of the fairness of reward
systems (Treuren & Fein, 2021). Rojak and
Darmawan (2021) state that ethical leadership
increases employee trust in the organization and
acceptance of reward systems. Employees who
see leaders acting ethically and with social
responsibility are more accepting of reward-
related decisions even if those decisions do not
always benefit them personally. Trust in
leadership reduces resistance to changes in
reward systems and increases employees'
willingness to innovate. Organizations with an
ethical and socially responsible reputation attract
and retain employees committed to innovation
values. Reward systems aligned with ethical and
social principles strengthen the organization's
legitimacy in the eyes of employees and
stakeholders. Consistency between stated values
and reward practices builds the trust underlying
an innovation culture.

The influence of the work climate and wages
on employees' turnover intentions
demonstrates the importance of competitive
reward system design. Mardikaningsih and
Hariani (2020) identify that employees with
negative perceptions of the work climate and
wage levels tend to develop turnover
intentions, including high-potential innovative
employees. Losing innovative employees due to
uncompetitive reward systems harms an
organization's innovation capabilities. Reward

systems that are competitive within the
industry and address employee needs are key
factors in retaining innovative talent.

Organizations need to periodically evaluate the
competitiveness of their reward systems to
prevent the loss of talented employees.
Turnover intentions among  innovative
employees can serve as an early indicator of
problems in the reward system that require
intervention. A swift response to indications of
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dissatisfaction can prevent the loss of key
employees and maintain innovation capacity.

Employee well-being and performance
evaluation in human resource management
correlate with innovative performance

(Pundlikrao & Kulkarni, 2026). Eddine et al. (2021)
state that integrating quality of work life into
performance evaluation improves employee well-
being and innovative performance. Performance
evaluation that takes well-being into account, not
merely quantitative output, creates a more humane
approach to performance management. Employees
who feel their well-being is considered in
performance evaluation show higher motivation to
contribute to innovation. Attention to employee
mental health as part of organizational policy has
also been shown to strengthen the design of a
supportive work environment (Issalillah &
Khayru, 2025). A reward system that recognizes
efforts to maintain balance and well-being during
the innovation process reduces fatigue and
burnout. Organizations that neglect the well-being
aspect in their reward systems face the risk of
declining creativity over the long term. Working
arrangements that affect work dynamics and social
relationships among employees, such as remote
work, also need to be considered when designing
well-being-oriented reward policies (Darmawan,
2023). An approach that balances performance
demands with well-being support creates a
sustainable environment for innovation.

The development of employee performance
through interpersonal skills and work ethic
contributes to an organization's innovation
capacity (Osman et al., 2016). Mardikaningsih and
Sinambela (2021) identify that improving
employees' interpersonal skills and work ethic
strengthens collaboration and commitment to
innovation goals. Employees with strong
interpersonal skills are more effective in
innovative teamwork and idea dissemination. A
strong work ethic drives persistence in facing
obstacles during the innovation process. As
routine tasks become increasingly automated,
strategies to keep employee knowledge and
engagement growing are needed so that work ethic
and collaborative capacity are not eroded
(Darmawan, 2024). A reward system that
recognizes interpersonal skills and work ethic
contributes to a collaborative and persistent
innovation culture. Organizations that value only
technical competence overlook the social and
ethical aspects essential to innovation success. A
comprehensive approach to reward systems
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strengthens every dimension required for
sustainable innovation.
Organizational social capital and team

collaboration support the implementation of total
quality management and innovation. Putra et al.
(2021) state that social capital in the form of trust
and work networks increases the effectiveness of
innovative team collaboration. This social capital is
part of a broader human capital architecture that,
together with organizational dynamic capabilities,
drives  sustainable  competitive advantage
(Mardikaningsih & Darmawan, 2026). A reward
system that builds social capital by recognizing
collaborative contributions strengthens work
networks and trust among employees. Teams with
high social capital are more effective at generating
and implementing innovative ideas. Such
collaborative capacity also relates to how
organizations manage knowledge as a source of
competitive advantage, particularly in technology-
based work environments (Darmawan, 2023).
Rewarding team success, not only individual
success, encourages cooperative behavior and
knowledge sharing. Organizations that neglect the
social aspect in their reward systems lose the
synergy benefits of innovative team collaboration.
Investment in social capital through reward policy
creates a strong foundation for sustainable
collective innovation.

Increased work productivity through job
satisfaction and training demonstrates the
importance of employee development within
reward systems. Mardikaningsih and Putra (2021)
identify that employees who are satisfied with
their jobs and receive adequate training show
higher productivity in innovative activities.
Productivity measurement in the digital era also
needs to account for employee creativity and
innovation capacity, not merely the volume of
output produced (Darmawan, 2023). A reward
system that links training and development to
incentives encourages active employee
participation  in  development  programs.
Employees who continuously develop their skills
through training have a greater capacity to
generate new and innovative ideas. Amid the
reconfiguration of work forms in the digital era,
flexibility and employer branding are also
becoming relevant considerations in designing
reward systems that support employee
development (Mardikaningsih, 2025). Innovative
productivity increases when employees feel their
self-development efforts are valued and
recognized by the organization. Organizations that
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neglect the development aspect in their reward
systems lose the opportunity to build long-term
innovation capability (Darmaki et al., 2019). The
relationship between training, satisfaction, and
innovative productivity becomes a positive cycle
reinforced by an appropriate reward system.

The design of performance evaluation and fair
reward systems in modern organizations requires
a balanced approach (Adamovic et al, 2018).
Darmawan and Marsal (2021) propose a
performance evaluation design that covers various
dimensions of contribution, including innovative
behavior and risk-taking. Ethical leadership also
plays a role in shaping the positive and sustainable
organizational culture needed to support such a
fair evaluation design (Mardikaningsih et al.,
2022). A fair reward system considers various
types of contribution, not only easily measurable
output. Comprehensive performance evaluation
reduces bias and increases the perception of
fairness among employees. Fairness in evaluation
and reward is closely tied to how organizations
handle disputes over rights and authority in
industrial relations, for instance in matters
involving special power of attorney (Putri et al.,
2026). Organizations with transparent and fair
evaluation systems show higher innovation levels
because employees feel their contributions are
proportionally valued. Fairness in the reward
system also increases employee trust and
commitment to the organization's innovation
goals. Careful evaluation design becomes the
foundation for a reward system that supports
sustainable innovation.

The health and productivity of senior
employees in the era of artificial intelligence
require special attention within reward systems
(Alcover et al., 2021). Darmawan (2020) states that
senior employees face unique challenges in
technological adaptation but hold valuable
knowledge for innovation. An innovation culture
that balances the pace of technological change
with the depth of humanistic thinking helps
ensure that senior employees' experience is not
sidelined in the innovation process (Darmawan,
2023). A reward system that provides health
support and development opportunities for
senior employees encourages them to remain
productive and innovative. Recognition for
mentoring ability and knowledge transfer from
senior employees to younger generations
strengthens the organization's innovation
capability. Social inclusion for older workers in
the implementation of digital technology also
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needs to be part of this reward system, so that
senior employees are not left behind amid
technological transformation (Darmawan, 2023).

Senior employees who feel valued remain
engaged in innovative activities and continue
sharing their knowledge with colleagues.

Organizations that neglect the needs of senior
employees in their reward systems lose an
important knowledge asset. An inclusive
approach that recognizes the contributions of all
age groups creates a more diverse and resilient
innovation ecosystem.

Access to technology and digital skills is an
important factor in employee participation in
innovation activities in the era of Industry 4.0
(Totterdill, 2022). Arifin and Darmawan (2021)
identify that gaps in technology access and digital
skills affect employees' ability to participate in
technology-based innovation. Employee self-
efficacy in facing technological change also
determines how well they adapt to and make use
of new tools for innovation (Mardikaningsih &
Darmawan, 2022). A reward system that
encourages the improvement of digital skills and
the use of technology for innovation reduces this
gap. Employees with technology access and skills
are better able to produce innovations relevant to
the demands of the digital era. This capacity is also
shaped by how flexible an organization's structure
is in adapting to environmental change, since rigid
structures tend to slow the adoption of new
technology (Darmawan & Mardikaningsih, 2023).
Recognition for initiative in learning technology
and applying it at work accelerates the adoption of
digital innovation. The role of technology in the
workplace also needs to be examined critically,
since it can either promote or hinder equality
among employees, including gender equality,
depending on how it is implemented (Darmawan,
2024). Organizations that neglect the technological
aspect in their reward systems fall behind in the
innovation competition. Integrating digital skills
development with reward systems becomes an
important strategy for building innovation
capability in the era of digital transformation.

CONCLUSION

Reward systems have a significant influence on
employee innovative behavior and organizational
innovation culture through three main mechanisms.
First, short-term incentives that are overly dominant
in reward systems tend to hinder innovation by
encouraging employees to choose safe projects with
quick results, thereby sacrificing long-term creative
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potential for the sake of secure, immediate targets.
When organizations focus exclusively on instant
performance metrics, employees naturally avoid the
ambiguity and risks inherent in the creative process.

Second, recognition of failed experiments and
rewards for learning efforts create a psychological
environment that supports innovative risk-taking.
Establishing psychological safety is crucial for
empowering workers to step out of their comfort
zones. By valuing the lessons learned from setbacks,
organizations send a clear signal that exploring novel
ideas is a valuable asset rather than something to be
penalized or avoided.

Third, rewards that provide tolerance for
planned failures and recognize the value of the
learning process strengthen a sustainable innovation
culture. This support for structured experimentation
ensures that innovation develops systematically
rather than relying purely on chance. A work
environment that appreciates persistence in trying
new concepts builds organizational resilience against
competitive pressures and market uncertainties.

Furthermore, the effectiveness of reward
systems in driving innovation is heavily influenced
by factors such as clarity of criteria, procedural
justice, and alignment with employee characteristics
and the organizational scope. Reward frameworks
cannot function optimally if evaluation criteria lack
transparency or are perceived as unfair by the
workforce. Therefore, organizations must ensure that
assessment mechanisms are designed objectively,
fairly, and in harmony with the intrinsic motivations
of employees to maximize their positive impact on
innovative behavior.

Finally, organizations are advised to develop
flexible reward mechanisms that recognize
innovative  efforts  including  unsuccessful
experiments as part of the learning process,
incorporating planned risk-taking and
contributions to organizational learning directly
into performance evaluation criteria. Organizations
also need to account for the diversity of employee
incentive  preferences when implementing
innovation rewards. Ultimately, the development of
more accurate measurement tools to capture
employees' innovative contributions represents a
vital future research agenda to refine modern
management practices.
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